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Disclaimer

No liability is assumed with respect to the use of information contained in this publication. Laws may
be amended or court rulings made that could affect a particular procedure, issue or interpretation.
The Department of Community and Economic Development assumes no responsibility for errors and
omissions nor any liability for damages resulting from the use of information contained herein. Please
contact your local solicitor for legal advice.
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Introduction and History of Local Earned Income Tax in Pennsylvania

Local income taxes in Pennsylvania are variously termed payroll taxes, wage taxes, net profits taxes or a
combination of these terms. No matter which term is used, they are authorized for use by
municipalities and school districts and are their principal source of non-property taxation revenue.

Statutory Authorization

Passed in 1932, the Sterling Act was the first local income tax enabling legislation in the
Commonwealth’s history. On December 13, 1939, Philadelphia became the first city in the United States
to impose an income tax.

The framework for Pennsylvania local earned income tax (outside of Philadelphia) began in 1955 with
the passage of The Local Tax Enabling Act (hereinafter “LTEA”). The LTEA authorized municipalities and
school districts throughout Pennsylvania to levy local earned income taxes (hereinafter “EIT”). The EIT is
levied on the wages, salaries, commissions, net profits or other compensation of persons subject to the
jurisdiction of the municipality or school district.

An earned income and net profits tax for the Pittsburgh School District is authorized by the Public School
Code. This authorization also gives the School District access to certain tax subjects authorized by the
Local Tax Enabling Act, but the District may not use this authority to increase its EIT above the limit
established in the School Code.

Act 50 of 1998 authorized school districts to impose EIT at rates of up to 1.5% following approval by the
voters in a referendum, beginning in the November, 1999 election. School districts were required to
offset increased EIT revenues by repealing occupation, occupational privilege and per capita taxes and
by reducing real estate taxes by implementing a homestead exclusion.

Act 24 of 2001 permitted school districts to replace the occupation tax, millage or flat rate, with an
increase in the rate of the EIT, if approved by referendum. After approval of the referendum, the school
district was required to eliminate the occupation tax.

When the state personal income tax was enacted in 1971, a saving clause was included to protect local
income taxes from preemption by the state tax.

Tax Rates

There is no statutory limit on the Philadelphia wage and net profits tax. In 1977, a restriction was placed
on Philadelphia’s power to tax nonresidents. The tax rate applied to nonresidents was restricted to 4
and 5/16 percent until such time as the tax rate for residents exceeded 5 and 3/4 percent. If that
happens, the rate for nonresidents may be increased at a rate of 75 percent of that for residents. The
Pittsburgh School District tax is limited to 2 percent. A special provision of the LTEA allows the Scranton
School District to levy the tax at 1 percent without the sharing requirement mandated for other school
districts under the Act.



In general, all other municipalities and school districts adopting income taxes under the Local Tax
Enabling Act are limited to a combined rate of one percent. Where both a school district and a
municipality located within that school district both levy an EIT, the one percent limit must be shared
on a 50/50 basis, unless otherwise agreed to by the taxing bodies. The sharing requirements, plus the
crediting provisions of the Act, were intended by the legislature to limit the cumulative effect of EIT
where a taxpayer might be subject to more than one tax. The sharing provisions automatically halve the
taxes of overlapping jurisdictions as they apply to residents. However, school districts may not levy EIT
on nonresidents. Therefore, the sharing provisions will not affect the municipal tax rate applied against
nonresidents working within a municipality. Of course, if the nonresidents are liable for an EIT at their
place of residence, this will provide a credit against any nonresident levy in their place of employment.

Earned income taxes are also subject to the overall limits on taxes enacted under the LTEA found in
Section 17. Courts have been reluctant to question the actions of governing bodies enacting earned
income taxes for the first time and producing large revenues without evidence to “suggest arbitrary and
capricious action indicative of a wanton disregard of public duty.”

State law allows the LTEA limit for earned income taxes to be exceeded under six circumstances:

1. Home rule municipalities.

2. Municipalities declared financially distressed.

3. Municipalities with financially distressed municipal pension systems.

4. Municipalities where voters approve an additional tax for open space purposes.

5. School districts where voters approve increased earned income taxes under Act 50.

6. School districts and municipalities where voters approve increased earned income taxes
under Act 24.

Municipalities which have adopted home rule charters under the Home Rule Charter and Optional Plans
Law are no longer confined to statutory limits for personal taxes levied on residents, including the EIT.
EIT rate limits are often placed in the charters themselves. Some home rule municipalities have opted
to increase their rates. Nonresidents employed in a home rule municipality are liable for only one
percent EIT, since home rule municipalities may not exceed the statutory limit for nonresidents.

Municipalities which have been declared distressed under the Municipalities Financial Recovery Act may
be able to increase their EIT rate above the limit set in the Local Tax Enabling Act. The increase must be
part of the recovery plan adopted for the municipality. The municipality must petition the Court of
Common Pleas for approval to increase tax rates above the limit for a period of one year. Subsequent
increases may be granted by the same Court of Common Pleas upon annual petition of the municipality
until the termination date of the recovery plan. Unlike the Home Rule Law, Act 47 does not prohibit
extension of the EIT increase to nonresidents.

Similarly, municipalities which are certified as having financially distressed municipal pension systems
under Act 205 of 1984 have access to EIT power above the limit set in the LTEA as one of the remedies
of their pension recovery program. Determination of municipal pension system financial distress must
be made by the Public Employee Retirement Study Commission. After determination is made, the
municipal governing body may elect to use any of the available remedies in the Act. To use the special
taxing powers of Act 205, the municipality must already be at the maximum rate of EIT allowed by law.
The proceeds from the tax levied above the limit must be used solely to defray additional pension



funding costs. Previous levels of pension funding must be maintained. Act 205 allows extension of the
EIT increase to nonresidents as well as residents.

Act 153 of 1996 authorizes levy of an EIT in addition to the tax levied under Act 511 for the purposes of
financing purchases of open space lands. The tax rate is set by the voters in the referendum. Any
increase is limited to residents only. In the first referendum under this act, the voters of East Bradford
Township, Chester County approved an additional .125% open space tax in November, 1998. A similar
open space tax was approved by East Rockhill Township, Bucks County voters in May, 1999.

Act 50 of 1998

Act 50 of 1998 authorized school districts to levy EIT at rates up to 1.5%. However, the voters had to
approve the increased tax rate via a referendum. The increase in EIT revenues was required to be offset
by repealing occupation, occupational privilege and per capita taxes and reducing real estate taxes.
School boards began initiating proposals in 1999 and voters could initiate the process by petition
beginning in 2001.

Act 50 also established a Taxpayers Bill of Rights which governed taxpayer appeals, defined the
procedures for a tax officer's requests for information, examinations of taxpayer records, and the
handling of overpayments of tax. Many of the Taxpayer Bill of Rights procedures are reiterated or
referenced by Act 32.

Act 24 of 2001

Act 24 of 2001 permitted school districts to replace the occupation tax with an increase in the rate of
the EIT, if approved by referendum. The increased rate was calculated by adding the EIT that would
equal the amount of revenue brought in by the occupation tax in the prior fiscal year to the current EIT
rate. After approval of the referendum, the school district was required to eliminate the occupation tax.
In the November, 2001 election, 36 school districts approved Act 24 referendum. In June, 2002, Act 24
was amended to allow municipalities to replace the occupation tax with an increase in the rate of the
EIT. This legislation also restricted the rate of the increased EIT to what was necessary to replace
occupation tax returns collected in 2001.

ACT 32 of 2008

Act 32 of 2008 was signed into law on July 7, 2008 bringing sweeping changes to the EIT collection and
distribution process in Pennsylvania. Act 32 focuses on three areas to improve the local income tax
system: consolidation of the Commonwealth into county-wide tax collection districts, the creation of
tax collection committees to provide oversight of the income tax collections and distributions within the
tax collection district, and requiring uniform regulations, forms and procedures to ensure consistent
collections throughout the Commonwealth.

The consolidation of the tax collection process into county-wide tax collection districts will reduce the
number of collectors in the Commonwealth from 560 to no more than 69. This consolidation
component is expected to increase tax officer cooperation and efficiency, which should result in an
increase in tax revenues for all municipalities and school districts. By creating tax collection committees
to oversee the local income tax system within the tax collection district, Act 32 provides an
administration and oversight process complete with fines and penalties for tax officers who fail to
perform their required duties.



Along with consolidation, Act 32 will bring uniformity to the local income tax system by having the
Department of Community and Economic Development promulgate uniform regulations, forms and

procedures throughout the Commonwealth. The goal Act 32 is to improve the efficiency of the income
tax collection and distribution system.



Section 501 - Definitions

The definitions provided by Section 501 have the meanings given to them by this section unless the
context of Act 32 clearly indicates otherwise. Tax Collection Committees and Tax Officers cannot
prescribe or promulgate changes to these definitions that would in any way alter or expand the
meanings beyond what was intended under Chapter 5 of Act 32.

"Article XIII tax officer." The tax officer authorized by a political
subdivision to collect income taxes levied prior to January 1, 2012.

Refers to: All tax officers, collectors and administrators appointed to collect the earned income and net
profits tax prior to January 1, 2012. This new definition is intended to identify and differentiate the
collector of taxes prior to January 1, 2012 from the “Tax Officer” appointed by the Tax Collection
Committee to administer the tax under Act 32, beginning January 1, 2012.

“Business." An enterprise, activity, profession or any other undertaking
of an unincorporated nature conducted for profit or ordinarily conducted
for profit whether by a person, partnership, association or any other
entity.

Refers to: What constitutes doing “business” by various entities for purposes of this chapter. This is
meant to be an encompassing definition for any endeavor that is conducted for profit or ordinarily
conducted for profit. Whether or not the activity actually produces a profit for the person, partnership,
association or any other entity is immaterial. The deciding factor would be if the undertaking can be
considered “ordinarily conducted for profit.”

"Business entity." A sole proprietorship, corporation, Jjoint-stock
association or company, partnership, limited partnership, 1limited
liability company, association, business trust, syndicate or other
commercial or professional activity organized under the laws of this
Commonwealth or any other jurisdiction.

Refers to: The various entities that can be considered, by their activities, endeavors and undertakings,
to be doing “business” as previously defined in this section.

"Certified public accountant" or "public accountant." A certified public
accountant, public accountant or firm, as provided for in the act of May
26, 1947 (P.L.318, No.140), known as the CPA Law.

Refers to: The qualifications necessary for a certified public accountant, a public accountant, or a firm,
to fulfill the audit requirements of the tax officer and tax collection committee mandated by Act 32 in

Section 505(h).

"Claim." A written demand for payment made by a tax officer or tax
collection district for income taxes collected by another tax officer or
tax collection district.



Refers to: The written demand by which the tax officer of a tax collection district makes a request for
the un-received income tax withheld from a resident of that tax collection district by an employer
located in and remitting the withheld tax to the tax officer for another tax collection district.

The claim is prepared by the resident tax officer if, it is indicated on an individual taxpayer’s Final Annual
Return, that the tax was withheld from the individual resident taxpayer and has not been received by
the resident tax officer.

The un-received, withheld income tax is requested from the tax collection district that is indicated by
the two-digit tax collection district code on the resident’s individual withholding statement or in the
“locality” box (Box 20) on the Federal Wage and Tax Statement (Form W-2).

The claim process is more fully described under Section 513(b) of Act 32.

"Corporation." A corporation or joint stock association organized wunder
the laws of the United States, the Commonwealth of Pennsylvania or any
other state, territory, foreign country or dependency. The term shall
include an entity which is classified as a corporation for Federal income
tax purposes.

Refers to: Incorporated entities.

"Current year." The calendar year for which the tax is levied.

Refers to: The current calendar year; the months of January through December.

"Department." The Department of Community and Economic Development of the
Commonwealth.

Refers to: The various references to “Department” throughout Act 32 unless specifically stated
otherwise. Section 508 of Chapter 5 further establishes the powers and responsibilities of the
“Department” in addition to the powers and responsibilities directly granted throughout various
chapters and sections of Act 32.

"Domicile." The place where a person lives and has a permanent home and
to which the person has the intention of returning whenever absent.
Actual residence is not necessarily domicile, for domicile is the fixed
pPlace of abode which, in the intention of the taxpayer, is permanent
rather than transitory. Domicile is the voluntarily fixed place of
habitation of a person, not for a mere special or limited purpose, but
with the present intention of making a permanent home, until some event
occurs to induce the person to adopt some other permanent home. In the
case of a business, domicile is that place considered as the center of
business affairs and the place where its functions are discharged. For
purposes of collection of earned income and net profits taxes under this
chapter and for crediting purposes under section 317, the term shall
include all taxes on earned income or net profits whether authorized by
this act or any other law of this Commonwealth unless the law expressly
provides otherwise.



A "resident" is an individual who is domiciled in Political Subdivision’s taxing jurisdiction, as evidenced,
among other things, by one or more of the following:

a. By customarily being physically present, sleeping, and eating there.

b. By holding him or herself out as residing there, i.e. giving address in registration for
licenses, voting, and payment of personal or property taxes.

C. By his or her spouse and minor children living there.

d. By maintaining religious, civic, and club affiliations there.

e. By the center of his or her affairs appearing to be there.

Normally it is not difficult to determine the domicile of a person because most of the determining
factors point to one conclusion. Obviously, if a person has all of the foregoing factors occurring in one
district, he or she is a resident of that district. Of more difficulty is the situation concerning persons for
whom some of the factors occur in one district and others take place elsewhere. In such cases, the
residence or domicile of an individual shall be determined by the Tax Officer based on all of the legally
relevant factors which affect the issue. Each case shall be determined solely on its own facts.

For a business, domicile shall be determined by the consideration of the relevant factors. In the case of
the single location business, where all business activity occurs at that location, domicile is the physical
location of that business. As an example, a convenience store with a single location within a single
political subdivision would be determined to be domicile in that specific political subdivision.

In the case of a single location business, with its permanent physical location where the payroll and
other financial responsibilities are performed a single political subdivision, but the business’s primary
services are performed in one or more political subdivisions on a temporary basis, domicile would be the
permanent physical location of that business. The fact that this business may establish temporary
offices within the political subdivision where the services are performed does not establish domicile as
these temporary locations are established for the special, limited purpose of directing the performance
of services being provided. Such a business would not be required to remit the local income tax
withheld from the employees performing the service to the tax officer of the political subdivision where
the services are being performed. This does not relieve the employer from the requirement to withhold
the income tax from those employees performing the services in the other political subdivision. Nor
does this relieve the employer from the requirement to remit the income tax withheld from the
employees performing the services in the other political subdivision to the tax officer for the political
subdivision where the business maintains it permanent physical location.

"Earned income." The compensation as required to be reported to or as
determined by the Department of Revenue under section 303 of the act of
March 4, 1971 (P.L.6, No.2), known as the Tax Reform Code of 1971, and
rules and regulations promulgated under that section. Employee business
expenses as reported to or determined by the Department of Revenue under
Article III of the Tax Reform Code of 1971 shall constitute allowable
deductions in determining earned income. The term does not include
offsets for business losses. The amount of any housing allowance provided
to a member of the clergy shall not be table as earned income.



Pennsylvania Act 166 of 2002 amended the definitions of “earned income” to more closely follow the
Pennsylvania Department of Revenue’s definition for the income classification “compensation”, with the
exception of active military duty and housing allowances received by the clergy. Act 6-2016 exempts
wages paid to individuals on active duty military service inside or outside Pennsylvania.

Act 32 further defines “Earned Income” in two areas:
1. Employee business expenses are an allowable deduction in determining earned income
2. Business losses cannot offset earned income

Examples of earned income (without intending in any way to limit the provisions of the Ordinances or
Resolutions to these examples) always considered taxable are:

Salaries.

Wages.

Tips received directly by the employee or through his or her employer.

Gratuities.

Commissions.

Bonuses.

Incentive payments. Incentive payments are payments received from employers or on
behalf of employers, other than the usual compensation, for the purpose of inducing
the employee to act. Examples of incentive payments are: buying out an agreement or
contract, moving to another location, or accepting an early retirement (Golden
Parachute) Settlement payment. Such payments/settlements constitute taxable
income. Incentive payments are not to be considered “retirement” payments. Lump
sum payments shall be taxed in the year received by the employee or former employee.
If the payment/settlement of such sums is to be made in the future, such sums shall be
taxed in the year they are received. Incentive payments include Stock Appreciation
Rights (SAR) and/or a phantom stock plan payment, where these payments are
attributable to remuneration for services rendered. The following are examples of
incentive payments:

O

1. Employer offers to give employee F an incentive payment of $20,000 if
employee F agrees to depart or retire before his scheduled date. The $20,000 is
to be paid at the rate of $5,000 per year over a four-year period after the
retirement become effective. The $20,000 is taxable income. It will be taxed in
the years it is received by employee F. That is to say that employee F shall have
to include as earned income/compensation the extra $5,000 received for/in
each of the four years following his retirement.

2. The employee has been a product manager with an art supply business for 12
years. He and his wife have purchased a home in the suburbs of Houston for
$80,000, $55,000 of which they financed through a loan from their bank. The
lending rate for the home mortgage was 6% and their mortgage payments were
$520 per month. Twelve years after purchasing the house, he was offered a
transfer to Harrisburg, Pa. to open a sales office and showroom in Harrisburg,
Pa. His employer agreed to reimburse him for his moving expenses if he took
the assignment. When he and his wife traveled here to look for a new
residence, they were told that a comparable home in Harrisburg, Pa. would be

8
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$130,000 and that the mortgage rate would be 8.5%. The mortgage on their
new home would be $952. His employer was willing to pay the $432 difference
between his old and new mortgage for two years. This form of reimbursement
is wages to the employee, subject to the earned income/compensation and
payroll tax withholding.

In a SAR plan, the employee-participant is allowed to share in the appreciation
in value of the company stock plan. The employee shares in the appreciation in
value of the company stock plan over the period selected.

In a phantom stock plan, the employee shares in the appreciation and is also
given the value of the stock at the starting point.

In each of these plans, the employee is not the owner of any shares. By
agreement the employee participates in the growth of the business’s value
through a formula that measures the growth in value of the company’s stock.
The employee is credited on paper with a percentage of the growth in value,
which value is convertible to cash at a future date. The employee will be taxed
on the date in the future that he or she receives the cash benefit.

An employer offers and pays an employee 15% on a house purchased in another
location in lieu of the employer acquiring the employee’s house and becoming
responsible for selling the house. This type of circumstance shall be considered
as an incentive for the employee to move to another location. If the payment is
restricted or imperfect with a qualified right to enter (confined, temporary,
modified, conditioned, limited provisional, guarded, ambiguous, reserved,
dependent, defined) it shall not be taxable as earned income/compensation.

The employee is responsible for providing proper documentation to the tax
officer so as to establish whether this payment is or is not restricted.

Moving expenses which are permitted on Pa. Schedule UE, and not reimbursed,
will be deducted.

Auto manufacturers’ incentive payments paid by or on behalf of any automobile
manufacturer, whether directly to individual salespersons or through a
dealership are taxable for local earned income/compensation tax purposes.

Vacation/holiday pay.

Termination/severance pay.

Payment incentives for early retirement.

Reimbursements and allowances in excess of allowable business expenses.

Directors' fees (will constitute Pennsylvania Schedule C income if one’s profession is
being an outside board director). Such fees include: Administrator fee, Director fee,
Executor fee, Expert Witness fee, Fiduciary fee, Honoraria fee (if one’s profession is
being a professional speaker), Trustee fee, any fee received for service performed by the
taxpayer, and fees received for decisions made by the taxpayer. The fees referenced
herein involve activity and participation on the part of the taxpayer.

9



m. Jury fees.

n. Witness fees (will constitute Pennsylvania Schedule C income if testifying as an expert in
a field which is considered one’s line of business).

0. Eligible reimbursed moving expenses in excess of allowable expenses on Pennsylvania
Schedule UE, UE-1.

p. Honoraria (will constitute Pennsylvania Schedule C income if one’s profession is being a
professional speaker).

g. Executor's or administrator's fees (will constitute Pennsylvania Schedule C income if
one’s profession is being an executor or administrator).

r. Covenant not-to-compete or payments received as consideration for refraining from the
performance of services.

s. Proceeds from an employee stock ownership plan to extent of excess computed under
cost-recovery method. Earnings component of stock option plans when the option is
exercised. The “earnings component” is considered to be the difference between the
stock option price and the fair market value of the stock at the time the option is
exercised. The Pennsylvania Supreme Court in its February 22, 2000 decision in the
Marchlen case makes no distinction between qualified and non-qualified stock option
plans. Marchlen vs. Mt. Lebanon, 707 A.2d 631. “At the time that the stock options in
this case were granted to Appellee, they could not be exercised. This does not imply
that the stock options have no value at the time they are granted. Stock options are
valuable inducements to attract and retain employees and to compensate them for
their services. The holder of a stock option can reap the benefits of stock price
increases without bearing the risks of stock price declines.”

t. Reimbursements made by an employer for dependent care, legal services, or other
personal services.

u. National Service Education Awards.

v. Income from Peace Corps, VISTA Job Corps and AmeriCorps.

w. Income earned by household employees not acting as independent contractors.

Xx. Employee contributions to an eligible Pennsylvania retirement plan and/or employee

contributions to a nonqualified deferred compensation plan.

Examples of items that are never considered earned income (without intending in any way to limit the
provisions of the Ordinances or Resolutions to these examples) are:

Federal active-duty military pay outside of PA.
Gl Bill benefits including tuition and living expenses.
Alimony.
Child support.
Income in respect of a decedent.
Inheritance.
Social Security.
Railroad retirement benefits.
Public assistance.
Unemployment compensation.
Occupational Disease Act benefits (if included on W-2, attach explanation).
Meals and lodging provided to an employee by the employer.
. Personal use of employer-owned or leased property and/or services, at no cost or at a
reduced cost.

I3 ~AT T SE A0 00 T
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n. Personal use of company automobile, airplane or other employer-owned or leased property.
These amounts are not taxable fringe benefits for Pennsylvania Local Income Tax.
Employer-provided parking facilities. These amounts are nontaxable fringe benefits.

p. Employer-provided professional services paid for directly by the employer. These are
nontaxable fringe benefits.

g. Premiums paid by an employer for group term life insurance (no limit).

r. Housing allowance paid to members of the clergy.

s. Foster care.

t. Amounts received for permanent loss of body function, disfigurement, or reimbursed

medical expense.

u. Disability payments paid by employer arising under occupational disease acts or other
legislation.

v. Strike benefits.

w. Life insurance proceeds or settlements.

x. Distributions from eligible Pennsylvania retirement plans after retirement age.

Regarding what plans qualify as "eligible Pennsylvania retirement plans," the fact that a plan is a
qualified plan for Federal Income Tax is not controlling for Pennsylvania Local Income Tax.

The Pennsylvania Department of Revenue provides a Personal Income Tax (PIT) Guide on its website,
www.revenue.pa.gov, which outlines taxable compensation in Chapter 7.

"Earned income and net profits tax." The tax levied by a political
subdivision on earned income and net profits.

Refers to: The local earned income tax that can be levied by taxing authorities under the Local Tax
Enabling Act, Act 511 of 1965, and its amendments.

"Effective local services tax rate." The actual local services tax rate
levied by a political subdivision on taxpayers based on the total of all
local services taxes imposed under this act and all other acts, adjusted
under section 311.

Refers to: The actual local services tax (LST) rate which is levied by a municipality or school district for
its share of the LST which may be less than the municipality’s or school district’s stated LST rate. Section
301.1(f)(9)(ii) establishes the maximum rate at which a school district may levy the local services tax.

"Effective income tax rate." The actual tax rate levied by a political
subdivision on a taxpayer based on the total of all income taxes imposed
under this act and all other acts, adjusted under section 311.

Refers to: The actual income tax rate which is levied by a municipality or school district for its share of
the income tax, which may be less than the municipality’s or school district’s stated income tax rate.
Section 311 establishes that when coterminous political subdivisions levy the same tax at the maximum
allowed tax rate, that rate is automatically halved.

11



"Employer." A person, business entity or other entity, employing one or
more persons for a salary, wage, commission or other compensation. The
term includes the Commonwealth, a political subdivision and an
instrumentality or public authority of either. For purposes of penalties
under this chapter, the term includes a corporate officer.

Refers to: Entities that employ one or more persons for compensation. Such entities include the
Commonwealth, political subdivisions and other public authorities and instruments. The term
“Employer” clearly includes a Corporate Officer for purposes of levying penalties under Act 32.

“Farming.” Includes all activities that are farming for purposes of
section 325 of the act of March 4, 1971 (P.L.6, No.2), known as the Tax
Reform Code of 1971.

Refers to: All activities that are farming for purposes of section 325 of the act of March 4, 1971 (P.L.6,
No.2), known as the Tax Reform Code of 1971.

"Income tax." Except as set forth in section 511 (b), an earned income and
net profits tax, personal income tax or other tax that is assessed on the
income of a taxpayer 1levied by a political subdivision wunder the
authority of this act or any other act.

Refers to: Any and all taxes levied on the income of a taxpayer by any political subdivision within the
Commonwealth.

"Joint tax collection committee." An entity formed by two or more tax
collection committees for the purpose of income tax collection in more
than one tax collection district.

Refers to: The entity that is formed when two or more tax collection committees join together for the
purposes of combined tax collections.

"Local services tax." A tax on individuals for the privilege of engaging
in an occupation that is levied, assessed and collected only by the
political subdivision of the taxpayer's place of employment under the
authority of this act or any other act.

Refers to: The Local Services Tax is the latest incarnation of the Local Tax Enabling Act’s original
Occupational Privilege Tax and later the Emergency and Municipal Services Tax. The LST is based on
where an employee works and not on where they reside.

"Municipality." A city of the second class, city of the second class A,
city of the third class, borough, town, township of the first class or
township of the second class.

Refers to: All municipal entities, not including school districts. The definition is important for the
distribution of unidentified tax collections according to Section 513(a)(4).

"Net profits." The net income from the operation of a business, other
than a corporation, as required to be reported to or as determined by the
Department of Revenue under section 303 of the act of March 4, 1971

12



(P.L.6,

No.2), known as the Tax Reform Code of 1971, and rules and

regulations promulgated under that section. The term does not include
income under any of the following paragraphs:

(1) Income which:
(I) is not paid for services provided; and
(ITI) is in the nature of earnings from an investment.
(2) Income which represents:
(I) any gain on the sale of farm machinery;
(II) any gain on the sale of livestock held 12 months
or more for draft, breeding or dairy purposes; or
(ITI) any gain on the sale of other capital assets of
a farm.

Refers to: The net income from a business operation, profession or other activity without deduction of
taxes based on income for all costs and expenses incurred in the conduct thereof. They shall be
determined either on a cash or accrual basis in accordance with accepted accounting principles.

To constitute net profits, all of the following must apply:

1.

The gross profits shall be derived from one of the following:

a. The marketing of a product or service to customers on a commercial basis or
from securities employed as working capital in the business operations.

b. Accounts and notes receivable from sales of products or services sold in the
ordinary course of the business operations.

C. Assets which serve an operational function in the ordinary course of business
operations.

The marketing activity shall be conducted with the manifest objective of achieving
profitable operations.

The marketing activity shall be conducted with regularity and continuity and may not be
limited or exclusive.

The following are includable in net profits:

1.
2.
3.

Interest received on credit sales.

Discounts received from Pennsylvania for timely remitting of sales tax.

Damages/awards settlements received, except for personal injuries cases. Both punitive
and compensatory damages received in personal injury actions are excluded when
physical sickness or injury has occurred. Punitive damages awarded on a personal injury
claim where no physical sickness or injury has occurred, such as awards made in
defamation actions, are taxable income for determining correct net profits.

Net Profits include rental income received or produced by a licensed real estate agent
who is actively involved in the business of renting properties and by an individual, not a
licensed realtor, who is required to report profit and loss on a Schedule C.

"Nonresident." A person or business domiciled outside the political
subdivision levying the tax and performing services within the political
subdivision levying the tax for at least 90 or more consecutive days.
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Refers to: Any person who is not a resident of the political subdivision where he or she is employed. In
the case of a business, the term refers to a business physically located outside the Commonwealth or in
Philadelphia.

"Nonresident tax." An income tax levied by a municipality on a
nonresident who has performed services within the political subdivision
levying the tax for at least 90 or more consecutive days.

Refers to: The income tax levied on persons who are non-residents of the political subdivision where

they are employed.

"Official register." The part of the tax register that includes
withholding tax rates as provided in Section 511 (a) (3).

Refers to: The tax register required to be maintained and made publicly available by the Department.

"Person." A natural person.

Refers to: An individual of male or female gender.

"Political subdivision." A city of the second class, city of the second class
A, city of the third class, borough, town, township of the first class,
township of the second class, school district of the first class A, school
district of the second class, school district of the third class, school
district of the fourth class or municipal authority.

Refers to: All Municipal and school political entities except Cities of the First Class (Philadelphia).

"Preceding year." The calendar year before the current year.

Refers to: The prior calendar year, January through December, immediately before the current calendar
year.

"Private agency." A business entity or person appointed as a tax officer by a
tax collection committee.

Refers to: Any privately owned business contracting with the tax collection committee to perform tax
collection services for a tax collection district.

"Public Agency." Any and all public bodies, authorities, agencies,
instrumentalities, political subdivisions, intermediate units, councils,
boards, commissions or similar governmental entities.

Refers to: Governmental bodies, agencies and similar entities.
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"Resident." A person or business domiciled in the political subdivision
levying the tax.

Refers to: An individual or business that is domiciled in a particular political subdivision.

"Resident tax." An income tax levied by:
(1) a municipality on a resident of that municipality; or
(2) a school district on a resident of that school district.

Refers to: The income tax levied on individual residents of a municipality and/or school district.

"Resident tax officer." The tax officer administering and collecting
income taxes for the tax collection district in which a taxpayer is
domiciled.

Refers to: The tax officer appointed by the tax collection committee to administer and enforce the
collection and distribution of local income taxes within the tax collection district.

"Succeeding year." The calendar year following the current year.

Refers to: The calendar year, January through December, immediately following the current year.

"Tax bureau." A public nonprofit entity established for the
administration and collection of taxes.

Refers to: An agency, established in a cooperative effort of political subdivisions, for the collection of
the local income tax under Act 32 and any other local tax.

Two or more tax collection committees may agree to establish a tax collection bureau. Tax collection
committee(s) can form their own tax bureau or may contract with an existing tax bureau to be the tax
officer for their tax collection district.

A tax collection bureau is usually governed by a board of directors composed of one delegate from each
political subdivision.

It shall not be considered a conflict of interest for the delegate to the board of directors to also be a
delegate to the tax collection committee as the purpose for both positions is to ensure efficient and
effective local income tax collection and distributions.

"Tax collection committee." The committee established to govern each tax
collection district for the purpose of income tax collection. The term
shall include a joint tax collection committee.

Refers to: A committee composed of one delegate and one or more alternates from each political

subdivision within a tax collection district. The committee’s purpose is to ensure the effective and
efficient collection of the local income tax under the provisions Act 32.
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The tax collection committee is assigned its duties and responsibilities for accomplishing the effective
and efficient collection of local income taxes in Section 505.

“Tax collection district." A tax collection district established wunder
section 504.

Refers to: The general rule of Act 32 which consolidates the income tax collection process into county
wide tax collection districts, except in counties of the first or second class. Sixty nine (69) tax collection
districts were created by Act 32. The determinations of geographic size and composition are detailed in
Section 504.

"Tax officer." A political subdivision, public employee, tax bureau,
county, except a county of the first class, or private agency which
administers and collects income taxes for one or more tax collection
districts. Unless otherwise specifically provided, for purposes of the
obligations of an employer, the term shall mean the tax officer for the
tax collection district within which the employer is located, or, if an
employer maintains workplaces in more than one district, the tax officer
for each such district with respect to employees principally employed
therein.

Refers to: The tax officer who is the appointed collector of the local income taxes for a tax collection
district. The standards and qualifications for the tax officer are established by Section 506 and the
appointment process is described in Section 507.

In reference to an employer’s obligations, the tax officer for the tax collection district in which the
employer maintains a location, shall be the tax officer to whom the employer performs his obligations in
regard to Act 32.

When an employer maintains locations with employees in more than one tax collection district, the
employer shall be responsible to perform his obligations to the tax officer for each tax collection district
for those individuals employed there. Under Section 512(5), an employer with multiple locations within
multiple tax collection districts may elect to report all local income tax withheld from employees to one
tax officer.

"Tax records." Tax returns, supporting schedules, correspondence with
auditors or taxpayers, account books and other documents, including
electronic records, obtained or created by the tax officer to administer
or collect a tax under this act. The term includes documents required by
section 509(e). The term '"electronic records" includes data and
information inscribed on a tangible medium or stored in an electronic or
other medium and which is retrievable in perceivable form.

Refers to: The tax returns and supporting documents filed by individuals, businesses, and other tax

collection districts along with correspondences obtained or created by the tax officer, including
electronic records. Section 509(e) further describes records to be retained by the tax officer.
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"Tax register." A database of all county, municipal and school tax rates
available on the Internet as provided in section 511 (a) (1).

Refers to: The database of all county, municipal and school tax rates maintained by the Department on
its website. Section 511 establishes the tax register and provides for its content and updates of the
information contained therein.

"Taxable income." Includes:
(1) In the case of an earned income and net profits tax, earned

income and net profits.

(2) In the case of a personal income tax, income enumerated in
section 303 of the act of March 4, 1971 (P.L.6, No.2), known as
the Tax Reform Code of 1971, as reported to and determined by the
Department of Revenue, subject to correction for fraud, evasion or
error, as finally determined by the Commonwealth.

Refers to: Both the earned income and net profits as well as the personal income defined in this Section
or provided for under Act 32.

"Taxpayer." A person or business required under this act to file a return of an
income tax or to pay an income tax. The term includes a person or business that
filed a return of taxable income during the prior year but that had no taxable
income during the current year and was required by the tax collector to file a
final return indicating why the person or business no longer has taxable
income. The term does not include a person or business with no taxable income,
which person or business shall not be required to file a return of income or to
pay an income tax under this act.

Refers to: An individual or business entity required to make and file an income tax return or returns and
pay an income tax to a tax officer.

"Withholding tax." An income tax or a local services tax levied by a
political subdivision under the authority of this act or any other act,
or any other tax levied by a municipality or school district for which
employer withholding may be required under this act or any other act.

Refers to: Any tax levied under Act 32 or any other act, by a political subdivision, which an employer is
required to withhold from the compensation of employees.

Definitions Prescribed by the Department:

Other definitions, not provided in Act 32, but prescribed by the Department in order to clarify and explain
the policies and procedures set forth in this manual:

“Stated income Tax Rate.” The income tax rate as established by the
municipal ordinance or school district resolution prior to the
application of the automatic sharing requirements of Section 311.
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Section 502 — Declaration and Payment of Tax

Section 502 of Act 32 establishes uniform requirements for individual taxpayers to report their annual
income and pay the local income taxes assessed thereon. It establishes a uniform method for prorating
income and tax liability for taxpayers who move from one political subdivision to another during a
calendar year. For individual taxpayers who are self-employed or who are employed by an employer
who is not required to withhold the local income tax, this section sets forth the requirement for
estimating annual income and paying estimated installments on a quarterly basis.

Subsection (a) establishes the application of income taxes to tax income earned or received on an
annual basis depending on the method of accounting used by the individual taxpayer.

(a) Application.

Paragraph (1) establishes the calendar year as the standard method for calculating income taxes.

(1) Income taxes shall be applicable to taxable income
earned or received based on the method of accounting used
by the taxpayer in the period beginning January 1 of the
current year and ending December 31 of the current year;
except that taxes imposed for the first time and changes to
existing tax rates shall become effective on January 1 or
July 1, as specified in the ordinance or resolution, and
the tax shall continue in force on a calendar year or
taxpayer fiscal year basis, without annual reenactment,
unless the rate of the tax is subsequently changed.

The majority of individual taxpayers will report their income earned or received during the calendar year
and calculate the income tax due on their annual income based on the method of accounting, cash or
accrual, used by the individual taxpayer for reporting their income to the Pennsylvania Department of
Revenue.

The only exceptions to this requirement would be when the tax is imposed for the first time or when the
existing tax rate is changed by a political subdivision. In this situation, the taxes imposed would be
effective on either January 1 or July 1 as specified in the ordinance or resolution of the political
subdivision.

The local income tax, once enacted, will continue in force on the calendar or individual taxpayer’s fiscal
year basis without the need for the political subdivision to annually reenact the tax.

Paragraph (2) establishes the tax officer’s requirement to establish deadlines for filing, reporting and
paying the local income tax for individual taxpayers whose fiscal year is not the calendar year.

(2) For a taxpayer whose fiscal year is not a calendar
year, the tax officer shall establish deadlines for filing,
reporting and payment of taxes which provide time periods
equivalent to those provided for a calendar year taxpayer.
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The tax officer is required to establish filing deadlines for individual taxpayers who use a fiscal year not
equal to the calendar year. The deadline should allow taxpayers the same time period to file returns
after the close of the fiscal year that the taxpayer would receive if they used the calendar year. This
time period should be 105 days from the close of the individual taxpayer’s fiscal year. (April 15 is 105
days after the end of the calendar year.)

Example: Taxpayer A’s fiscal year ends on June 30, 2013. Taxpayer A would have until October 13, 2013
to file the annual tax return required under Subsection (c)(1).

If the individual taxpayer, who uses a fiscal year not equal to the calendar year, is required to make a
declaration of estimate tax and make estimated tax payments, the tax officer is required to establish
equivalent deadlines and due dates for the filing of the declaration and payment of the estimated tax.

Subsection (b) of Section 502 provides the calculation for determining an individual’s taxable income,
when that individual is a part year resident in one or more political subdivision(s) during a tax year.

(b) Partial domicile.--The taxable income subject to tax of a taxpayer
who is domiciled in a political subdivision for only a portion of the tax
year shall be an amount equal to the taxpayer's taxable income multiplied
by a fraction, the numerator of which is the number of calendar months
during the tax year that the individual is domiciled in the political
subdivision, and the denominator of which is 12. A taxpayer shall include
in the numerator any calendar month during which the taxpayer is
domiciled for more than half the calendar month. A day that a taxpayer's
domicile changes shall be included as a day the individual is in the new
domicile and not the old domicile. If the number of days in the calendar
month in which the individual lived in the old and new domiciles is
equal, the calendar month shall be included in calculating the number of
months in the new domicile.

Example: Taxpayer moves into Political Subdivision A on June 10, 2012 and resides there the rest of the
calendar year. Taxpayer is domiciled in Political Subdivision A for more than half of the month of June
2012 through the end of 2012 or seven (7) months. The formula for calculating Taxpayer A’s taxable
income for Political Subdivision A would be as follows:

Taxpayer A’s 2012 taxable income x (7/12) = Taxable Income for Political Subdivision A

Example: Taxpayer moves into Political Subdivision A on June 20, 2012 and resides there the rest of the
calendar year. Taxpayer is domiciled in Political Subdivision A for less than half the month of June 2012
through the end of 2012 or six (6) months. The formula for calculating Taxpayer A’s taxable income for
Political Subdivision A would be as follows:

Taxpayer A’s 2012 taxable income x (6/12) = Taxable Income for Political Subdivision A

Example: Taxpayer moves into Political Subdivision A on June 16, 2012 and resides there the rest of the
calendar year. Taxpayer is domiciled in Political Subdivision A and the former Political Subdivision for an
equal number of days during the month of June 2012. The month of June is to be included in calculating
the number of months in Political Subdivision A. The formula for calculating Taxpayer A’s income for
Political Subdivision A would be as follows:
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Taxpayer A’s 2012 taxable income x (7/12) = Taxable Income for Political Subdivision A

Subsection (c) establishes the requirement for individual taxpayers to file annual returns, declarations of
estimated tax and estimated tax payments for individuals making net profits and payment of quarterly
installments when the local income tax is not withheld by the taxpayer’s employer.

(c) Declaration and payment.--Except as provided in subsection (a) (2),
taxpayers shall declare and pay income taxes as follows:

Paragraph (1) establishes the individual taxpayer requirement to make and file an annual final return
with the resident tax officer. The individual taxpayer annual final return form and line by line
instructions will be prescribed by the Department to be used in every tax collection district.

(1) Every taxpayer shall, on or before April 15 of the
succeeding year, make and file with the resident tax
officer, a final return showing the amount of taxable
income received during the period beginning January 1 of
the current year and ending December 31 of the current
year, the total amount of tax due on the taxable income,
the amount of tax paid, the amount of tax that has been
withheld under section 512 and the balance of tax due. All
amounts reported shall be rounded to the nearest whole
dollar. At the time of filing the final return, the
taxpayer shall pay the resident tax officer the balance of
the tax due or shall make demand for refund or credit in
the case of overpayment. Taxpayers may use the Annual Local
Earned Income Tax Return form available from the
department’s publicly accessible Internet website to file
the final return.

On or before April 15 of each year, every individual taxpayer who was a resident, for all or any portion of
the preceding calendar year, of one or more political subdivision(s) shall file an annual final return with
the resident tax officer(s) for each political subdivision in which that individual resided. The final return
shall show all earned income/compensation and net profits received and/or earned for the previous
year, the total amount of tax due on the total taxable income, the amount of income tax paid, the
amount of income tax withheld by employers and any balance of tax due.

All amounts reported on the annual final return shall be rounded to the nearest whole dollar. When
rounding, amounts from 1 cent to 49 cents are dropped from the dollar amount without changing the
whole dollar amount; amounts from 50 cents to 99 cents are dropped from the dollar amount, adding 1
dollar to the whole dollar amount. Errors in rounding will be summarily corrected by tax officers
without notification to the individual taxpayer, except in cases where the correction results in a balance
of tax due or refund of overpaid tax in the amount of more than 1 dollar ($1.00).

When filing their annual final return, the individual taxpayer shall make payment of the balance of tax

due shown on the annual final return to the resident tax officer. Any income tax due in the amount of
more than one dollar (51.00) shall be collected by the tax officer.
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In the case where the annual final return shows an overpayment of income tax in the amount of more
than one dollar ($1.00), the individual taxpayer’s filing of the annual final return shall be deemed a
demand for refund or credit of the overpayment.

A husband and wife may not file a “joint return”, combining the annual income and expenses of both
husband and wife. A husband and wife may file separately on the same annual final return, keeping
both the annual income and expenses of each individual separate from the other.

If either the husband or the wife has an overpayment of tax on the annual final return, the individual
taxpayer with the overpayment may apply some or all of the overpayment against the spouse’s balance
of tax due (if any), eliminating or reducing the balance due of the spouse. If, after eliminating the
spouse’s balance of income tax due, there is a remaining overpayment in the amount of one dollar
(51.00) or more, the individual taxpayer may request that the remaining overpayment be refunded or
credited to the next year or may request a combination of both a refund and credit.

Any individual taxpayer residing in more than one tax collection district as a result of moving from one
political subdivision to another during the calendar year, must file an annual final return with the tax
officer for each tax collection district in which they resided during the year. The compensation,
unreimbursed business expenses, net profits and/or net losses shall be pro-rated to each tax collection
district based on the proration formula given in Subsection (b) of this Section.

At the time of filing the annual final return, the individual taxpayer shall attach copies of all supporting
documents to the annual final return. Such supporting documents include, but are not limited to:
individual withholding statement(s), Federal Wage and Tax Statements (Form W-2), Pennsylvania
Department of Revenue Schedule UE with attachments or a detailed listing of the unreimbursed
business expenses being claimed, PA Schedule C or F with supporting attachments, PA Form RK-1 and/or
NRK-1 with supporting attachments, PA schedule G along with the other state or political subdivision
non-resident tax return, and any papers, worksheets and relevant Federal or State tax returns and
accompanying schedules, or supporting documentation for any income taxable under Act 32.

In the event that the resident tax officer receives an annual final return without substantiating
documentation for the taxable income reported on the final return, the resident individual taxpayer
shall be deemed to have made an incomplete filing of the annual final return. The tax officer shall send
the resident individual taxpayer a “Request for Information” notifying the taxpayer of the incomplete
filing and the substantiating information necessary for the annual final return to be considered a
complete filing. The individual taxpayer shall have thirty (30) days from the date of the notification to
provide the resident tax officer with the requested substantiating documentation to complete the filing
of the taxpayer’s final return before the imposition of any penalties or initiation of further compliance
action by the tax officer.

In the event that the resident tax officer receives an annual final return without substantiating
documentation for income tax withheld, unreimbursed business expenses, net losses, out of state or
other locality tax credit, the annual final return shall be corrected by the tax officer by omitting the
unsubstantiated amount or amounts from the calculations for the corrected annual final return. Such
correction will normally produce the following results:

Tax Refund/Credit/Transfer Denied — No Balance Due: The tax officer shall notify the taxpayer that the
requested refund, credit or transfer has been denied with a detailed explanation for the denial.
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Taxpayer may file an amended return, substantiating the previously unsubstantiated amounts with the
necessary documentation, re-requesting the refund, credit or transfer of the overpayment. For
determining interest on overpayments of tax, the date the amended annual final return was filed shall
be deemed to be the date of the request for refund, credit or transfer of the income tax overpaid.

Tax Refund/Credit/Transfer Denied — Tax Balance Due: The tax officer shall notify the taxpayer that the
requested refund, credit or transfer has been denied which results in a balance of tax due. The
notification shall have a detailed explanation for the denial and correction to the taxpayer’s annual final
return, including the substantiating documentation necessary to reverse the tax officer’s correction and
eliminate the tax balance due. The taxpayer shall have thirty (30) days from the date of the tax officer’s
notification to either provide the substantiating documentation or pay the total amount due, including
penalties and interest. If the taxpayer fails to respond within thirty (30) days the tax officer may initiate
further action to collect the outstanding amount.

Taxpayer may file an amended return, substantiating the previously unsubstantiated amounts with the
necessary documentation, re-requesting the refund, credit or transfer of the overpayment. For
determining interest on overpayments of tax, the date the amended annual final return was filed shall
be deemed to be the date of the request for refund, credit of transfer of the income tax overpaid.

Tax Liability Adjustment — Tax Balance Due: The tax officer shall notify the taxpayer that the annual final
return has been corrected, increasing the tax liability which results in a balance of tax due. The
notification shall have a detailed explanation for the correction to the taxpayer’s annual final return,
including the substantiating documentation necessary to reverse the tax officer’s correction and
eliminate the tax balance due. The taxpayer shall have thirty (30) days from the date of the tax officer’s
notification to either provide the substantiating documentation or pay the total amount due, including
penalties and interest. If the taxpayer fails to respond within thirty (30) days the tax officer may initiate
further action to collect the outstanding amount.

The tax officer shall handle any other result by notifying the taxpayer of the correction to the annual
final return with a detailed explanation and allowing thirty (30) days for a taxpayer response before
initiating further compliance action.

If a resident taxpayer who has received an annual final return from the tax officer, but has no earned
income, compensation or net profit to report, the word “none” shall be entered on the annual final
return, and the return shall be signed, dated, and returned to the tax officer with an explanation such

” o«

as, “Military Service”, “Retired”, “Disability Income Only” or “Unemployed”.
Every taxpayer subject to the income tax shall file an annual final return regardless of the fact that his or
her earned income may have been subject to withholding of the income tax by his or her employer and

regardless of whether or not any income tax is due.

At the time of filing the annual final return, the taxpayer is required to pay any income tax due.
Remittance shall be made to the resident tax officer. Total balances of less than $1.00 need not be paid.

The annual final return must be signed and dated by the taxpayer in the space provided.

Taxpayers with S Corporation income are encouraged to report their total S Corporation income in the
appropriate space on the back of the annual final return. This information is used by the tax officer to
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eliminate differences between income reported on the PA 40 and the annual final return required by
this Paragraph (1) when performing the reported income comparison allowed under Section 509(g). S
Corporation income is not taxable for local income tax purposes. S Corporation losses do not offset
earned income/compensation or net profits.

The failure of any taxpayer to receive an annual final return from the resident tax officer does not
relieve that taxpayer from the requirement to make and file an annual final return required by this
Paragraph (1), with the resident tax officer.

When an annual final return is made for a fiscal year, the taxpayer is required to make and file the
annual final return within one hundred and five (105) days from the end of said fiscal year.

Paragraph (2) Subparagraph (i) requires the resident individual taxpayer making net profits to make and
file a Declaration of Estimated Net Profits and make estimated tax installment payments on a quarterly
basis.

(2) (i) Every taxpayer making net profits shall,
by April 15 of the current year, make and file
with the resident tax officer a declaration of
the taxpayer's estimated net profits during
the period beginning January 1 and ending
December 31 of the current year, and shall pay
to the resident tax officer in four equal
quarterly installments the tax due on the
estimated net profits. The first installment
shall be paid at the time of filing the
declaration, and the other installments shall
be paid on or before July 15 of the current
year, October 15 of the current year and
January 15 of the succeeding year,
respectively.

Every resident individual taxpayer who can reasonably expect, after subtracting expenses, at least
$12,001 in net profits not subject to income tax withholding or tax credits is required to make and file a
declaration of estimated net profits with the resident tax officer on or before April 15" of the current
year. The taxpayer is required to pay the estimated tax to the resident tax officer in four (4) equal
installments. The first installment is due with the declaration of estimated net profits on or before April
15", The remaining installments are due or before July 15" and October 15" of the current year and on
or before January 15" of the succeeding year.

The failure of a resident individual taxpayer, whose net profits are greater than $12,000, to file the
declaration of net profits and pay the estimated tax installments may result in the imposition of
penalties and interest. The tax officer, may divide the tax liability on the taxpayer’s net profits greater
than $12,000 by four (4) and apply penalties and interest from the date the estimated installments were
originally due.

A husband and wife shall not file a joint declaration using one social security number. If one payment is
made for multiple persons, the amount of tax to be applied to each person must be listed on a separate
declaration of estimated net profits, identified by the correct social security number of the resident
individual taxpayer.
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Subparagraph (ii) requires the resident individual taxpayer making net profits after April 15" to make
and file a Declaration of Estimated Net Profits and make estimated tax installment payments on or
before the quarterly due dates remaining after the resident individual taxpayer first anticipates the net
profit.

(ii) Any taxpayer who first anticipates any
net profit after April 15 of the current year,
shall make and file the declaration required
on or before July 15 of the current year,
October 15 of the current year or January 15
of the succeeding year, whichever date next
follows the date on which the taxpayer first
anticipates such net profit, and shall pay to
the resident tax officer in equal installments
the tax due on or before the quarterly payment
dates that remain after the filing of the
declaration.

Every resident individual taxpayer who, after April 15" of the current year, can reasonably expect, after
subtracting expenses, at least $ 12,001 in net profits not subject to income tax withholding or tax
credits, is required to make and file a declaration of estimated net profits with the resident tax officer on
or before July 15" of the current year, October 15" of the current year or January 15" of the succeeding
year, whichever date follows the date which the taxpayer first anticipated net profit in excess of
$12,000. The taxpayer is required to pay the estimated tax to the resident tax officer in equal
installments. The first installment is due with the declaration of estimated net profits and the remaining
installments are due on or before the estimated installment due dates that remain after the filing of the
declaration.

Subparagraph (iii) reiterates the requirement for the resident individual taxpayer, making net profits, to
make and file an annual final return with the resident tax officer as required under Paragraph (1) of this
section. This subparagraph allows any taxpayer, in lieu of making the fourth quarterly installment of
estimated tax, to make and file the annual final return and pay the balance of tax due on or before
January 31% of the succeeding year. The individual taxpayer annual final return form and line by line
instructions will be prescribed by the Department to be used in every tax collection district.

(iii) Every taxpayer shall, on or before April
15 of the succeeding year, make and file with
the resident tax officer a final return
showing the amount of net profits earned or
received based on the method of accounting
used by the taxpayer during the period
beginning January 1 of the current year, and
ending December 31 of the current year, the
total amount of tax due on the net profits and
the total amount of tax paid. At the time of
filing the final return, the taxpayer shall
pay to the resident tax officer the balance of
tax due or shall make demand for refund or
credit in the <case of overpayment. Any
taxpayer may, in 1lieu of paying the fourth
quarterly installment of the estimated tax,
elect to make and file with the resident tax
officer on or before January 31 of the
succeeding year, the final return.
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Subparagraph (iv) The Department, in Section 151.2 of its regulations has provided for the filing of
adjusted declarations of estimated net profits and payments of estimated tax.

(iv) The department, in consultation with the
Department of Revenue, shall provide by
regulation for the filing of adjusted
declarations of estimated net profits and for
the payments of the estimated tax in cases
where a taxpayer who has filed the declaration
required under this subsection anticipates
additional net profits not previously declared
or has overestimated anticipated net profits.

Every taxpayer who has filed the declaration of estimated net profits required under subsection 502(c)
and who anticipates additional net profits not previously declared or has overestimated anticipated net
profits shall file, on or before April 15 of the current year, June 15 of the current year, September 15 of
the current year or December 31 of the current year, whichever date next follows the date on which the
taxpayer first anticipates such change in anticipated net profits, an adjusted declaration of estimated
net profits. At the time of filing the adjusted declaration, the taxpayer shall pay to the resident tax
officer, on or before the quarterly payment dates that remain after the filing of the adjusted declaration,
beginning with the quarterly payment date in which the adjusted declaration is filed, equal installments
of the tax due as reported on the adjusted declaration of estimated net profits.

Subparagraph (v) requires every taxpayer to file an annual final return as required under this Section
within 30 days of their discontinuance of business.

(v) Every taxpayer who discontinues business
prior to December 31 of the current year,
shall, within 30 days after the discontinuance
of business, file a final return as required
under this paragraph and pay the tax due.

Paragraph (3) requires the resident individual taxpayer who receives any other taxable income not
subject to withholding to make and file a quarterly return and make quarterly tax payments of the
amount of tax due.

(3) Every taxpayer who receives any other taxable income
not subject to withholding under section 512 (3) shall make
and file with the resident tax officer a quarterly return
on or before April 15 of the current year, July 15 of the
current year, October 15 of the current year, and January
15 of the succeeding year, setting forth the aggregate
amount of taxable income not subject to withholding by the
taxpayer during the three-month periods ending March 31 of
the current year, June 30 of the current year, September 30
of the current year, and December 31 of the current year,
respectively, and subject to income tax, together with such
other information as the department may require. Every
taxpayer filing a return shall, at the time of filing the
return, pay to the resident tax officer the amount of
income tax due. The department shall establish criteria
under which the tax officer may waive the quarterly return
and payment of the income tax and permit a taxpayer to file
the receipt of taxable income on the taxpayer's annual
return and pay the income tax due on or before April 15 of
the succeeding year.

25



Every resident individual taxpayer who receives earned income not subject to income tax withholding or
tax credits is required to make and file a quarterly return with the resident tax officer. The quarterly
returns must be filed on or before April 15" of the current year, July 15 of the current year, October 15
of the current year, and January 15 of the succeeding year. The quarterly returns must set forth the
total amount of actual or estimated earned income not subject to tax withholding during the preceding
three month period ending March 31 of the current year, June 30 of the current year, September 30 of
the current year and December 31 of the current year, respectively, and the income subject to the tax,
together with the source, nature, anticipated frequency and location of the taxable income. At the time
of filing the quarterly return, the taxpayer shall pay to the resident tax officer the amount of income tax
due or estimated to be due.

The tax officer may waive the requirement to file a quarterly return and payment of the income tax
where taxable income is received on less than a quarterly frequency or is anticipated to be a total
amount less than $12,000 annually.

The failure of a resident individual taxpayer, whose total other earned income not subject to
withholding is greater than $12,000, to file the quarterly return and make quarterly payments of the
income tax due thereon, may result in the imposition of penalties and interest. The tax officer, may
divide the taxpayer’s tax liability on the other earned income not subject to withholding, greater than
$12,000, by four (4) and apply penalties and interest from the date the quarterly returns and payment of
the tax were originally due.

A husband and wife shall not file a joint quarterly return using one social security number. If one
payment is made for multiple persons, the amount of tax to be applied to each person must be listed on
a separate quarterly return, identified by the correct social security number of the resident individual
taxpayer.

Paragraph (4) If any date prescribed in this section for filing or payment of tax should fall on a Saturday,
Sunday or legal holiday, the taxpayer may file or make payment on the next business day.

(d) Filing of estimated tax by taxpayers whose major source of gross income is from farming.—
Notwithstanding any other provision of this section, a declaration of estimated tax of an individual
having an estimated gross income for the taxable year may be filed at any time on or before January 15
of the succeeding year, but if the farmer files a final return and pays the entire tax by March 1, the
return may be considered as his declaration due on or before January 15.

Paragraph (5) Every taxpayer subject to the declaration and payment provisions under this section shall
be deemed to have met the requirements and therefore not be subject to a penalty so long as one of
the following safe harbor exceptions is met: (i) Make four equal, timely estimated payments equal to
100% of the prior year's tax less any earned income tax withheld for the current year. (ii) Make four
equal, timely estimated payments equal to 90% of the current year's tax less any earned income tax
withheld for the current year.

(e) Restrictions.—In administering the provisions of this section, no political subdivision, tax collection
committee or tax officer may:

(1) Prohibit a taxpayer from filing any return or declaration required under this section in person or
by first class mail.
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(2) Prohibit a taxpayer from filing any local income tax return form, estimated tax return from or

other form related to any filing required under this section that has been posted by the
department on its publicly accessible Internet website.

(3) Impose a penalty for failing to timely file a quarterly estimated tax return for which no payment

of estimated tax was due, as shown in the taxpayer’s annual income tax return.

(4) Impose a penalty on a taxpayer unless it has issued a letter that notifies the taxpayer that the

taxpayer is required to take corrective action within 30 days and failure to take corrective action
will result in a penalty being imposed on the taxpayer.

Military Spouses Residency Relief Act (MSRRA) (Public Law 111-97)

1.

Background. The MSRRA changes the basic rules of taxation with respect to military spouses
who earn income from services performed in a State in which the spouse is present with the
Service member (SM) in compliance with military orders when that State is not the spouse's
domicile (legal residence). Under these conditions, the spouse generally will not have to pay
income taxes to the current State where income is earned. The spouse, however, would be
required to pay income tax to the domiciliary State (assuming that State taxes wages).

GET HELP! The law is complicated and fact specific, and because its effect will depend on the
interpretations of each State, SMs and their spouses are encouraged to seek free, confidential
advice from a military legal assistance office. Legal assistance offices can be found at
http://legalassistance.law.af.mil/content/locator.php.

Effective dates. The law is effective for tax year 2009 and may entitle eligible spouses to a
refund of their tax year 2009 withholdings. It may, however, also require some spouses to file
tax returns in their State of domicile for tax year 2009, when they might otherwise not have
been required to do so. For tax years after 2009, spouses should file new withholding forms with
their employer identifying their domiciliary State. If taxes must be withheld for payment to the
domiciliary State and the employer cannot withhold them, then the spouse would have to make
estimated quarterly tax payments to the domiciliary State.

What is domicile (legal residence)? It is the place that one considers "home," where one has
been physically present (generally this means lived) and formed the intent to remain for the
indefinite future and return when temporarily absent. Examples of contacts with a particular
State that help prove domicile include: where one votes, owns property, holds professional
licenses, registers vehicles, holds a driver's license, accepts tax breaks for a declaration of
homestead, or indicates where his or her last will and testament should be probated. A
determination of domicile will be fact specific. No particular combination of these or other
similar contacts will necessarily guarantee proof of domicile. SMs and spouses must look to the
appropriate State law. One may abandon an old domicile by being physically present in another
State, forming the intent to create a new domicile there, and establishing new contacts with the
new domiciliary State.

Example: Spouse and SM are domiciled in Texas. SM is reassigned from Texas to Virginia and
spouse accompanies SM to Virginia. Prior to the MSRRA, the spouse would have to pay State
taxes on income earned from services performed in Virginia, but under the MSRRA, the spouse
would not have to pay income tax to Virginia. The spouse, would, however, have to comply with
the tax laws of the State of domicile, in this example, Texas. Because Texas has no State income
tax, the spouse would pay no State income tax. Had the spouse’s domicile been a State with an

27



income tax, then the spouse would have to pay State income tax to that State, even though the
income was earned in Virginia. Should the spouse voluntarily remain in Virginia after the SM
subsequently transferred outside of Virginia under orders authorizing the spouse to accompany
the SM, then the spouse would lose the protections of the MSRRA and would be required to pay
income tax to Virginia.

6. How is this different from the current rules for Service members? The rules for spouses and
SMs are now very similar. A SM does not pay State taxes on military pay and allowances earned
in the State where the SM is assigned (assuming the SM’s State of assignment and domicile are
not the same). This now applies to accompanying spouses, for all income from services
performed. Both SMs and spouses are also responsible for complying with the tax laws of their
domiciliary State, although such laws may not apply to both. For example, some States, like New
Jersey and Pennsylvania, exempt from taxation the income of their domiciliary SMs that is
earned in other States. However, those exemptions do not apply to the spouse. Thus a spouse
who was domiciled in New Jersey, but who was living and earning income in Virginia because of
the SM's orders would owe taxes to New Jersey.

7. Common misunderstandings and uncertainties.

a. The MSRRA does not allow a spouse to pick or chose a domicile in any State. Domicile is
established, not arbitrarily chosen. The spouse must have actually been present in the
State, established it as his or her domicile, and maintained it as such by forming and
maintaining the necessary contacts. Similarly, the MSRRA does not allow a spouse to
“inherit” or assume the military member's domicile upon marriage.

b. The MSRRA does not allow a spouse to recapture an abandoned domicile without
physically returning to the abandoned State of domicile and reforming the appropriate
intent and demonstrating it by forming new contacts. In other words, having once lived
in a State (even if the spouse once established domicile through registering to vote,
obtaining a driver’s license, or other actions) will not allow a spouse to now claim the
State as his/her domicile unless the spouse has continued to maintain sufficient
contacts with the State. Again, this issue can often be complicated and seeking legal
advice is encouraged.

c. The MSRRA does not relieve the spouse from paying State income taxes on income
other than for services performed in the non-domiciliary State. For example, income
from the sale of real property or from rental property would be taxable in the State
where the property was located, MSRRA notwithstanding. The spouse must also comply
with the tax laws of the domiciliary State.

d. Itis not clear what the effect of the MSRRA will be: when the spouse lives in the State
where the SM is assigned, but works in another State; when the spouse and SM live in a
State other than the one to which the SM is assigned; or when the spouse and SM do
not hold the same domicile.

e. The MSRRA does not affect whether a spouse must get a driver's license in the non-
domiciliary State. That is entirely a function of State law.

8. Other effects of the MSRRA.

a. The MSRRA also exempts non-business personal property (most often automobiles)
from taxation in the non-domiciliary State when the property is titled in the spouse’s
name or jointly with the spouse and SM. As in the case of income tax, the spouse must
be in the non-domiciliary State to accompany the military member on military orders.
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b. The MSRRA should make it easier for the spouse to vote in the domiciliary State by
absentee ballot. Voting is a very important contact to help prove and maintain domicile.

9. More information. The Federation of Tax Administrators, which works closely with tax officials
from all the States, has posted a helpful and more in-depth analysis of the MSRRA on its
website: http://www.taxadmin.org/fta/rate/s 475.pdf.
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Section 503 — Reserved

This section is reserved for future use by the legislature.
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Section 504 — Tax Collection Districts

Section 504 sets forth the consolidation of the earned income tax collection system by establishing
county-wide Tax Collection Districts.

Subsection (a) establishes the general rule for the consolidation of the local income tax collection at the
county level and sets for the Department’s requirement to maintain the list of tax collection districts and
the political subdivisions within each tax collection district on the Department’s internet website.
Philadelphia is not subject to Act 32 and Philadelphia County does not have a Tax Collection District. As
of January 1, 2012, the establishment of tax collection districts is well settled.

(a) General rule.--A tax collection district is established in each
county, except a county of the first class or second class, for purposes
of collecting income taxes. The geographic boundaries of a tax collection
district shall be coterminous with the county in which it is created,
except as provided in this section. A school district located in more
than one county shall be included in the tax collection district with the
greatest share of the school district's population based on the 2000
Federal Decennial Census. A municipality shall be included in the tax
collection district in which its school district is located. If a
municipality is located in more than one school district, each of which
is in a different tax collection district, the portion of the
municipality in each school district shall be included in the tax
collection district for that school district. The department shall
establish a 1list of all tax collection districts and the political
subdivisions in each tax collection district. By January 16, 2009, the
list shall be transmitted to the Legislative Reference Bureau for
publication in the Pennsylvania Bulletin; and by January 28, 2009, the
list shall be made available on the department's Internet website.

Subsection (b) establishes the rule that divides counties of the second class with a population greater
than 1,000,000 and containing a second class city (Allegheny County) shall be divided into four tax
collection districts.

(b) Counties of the second class.--Each county of the second class with a
population of over 1,000,000 persons, and which also contains a city of
the second class, shall be divided into four tax collection districts,
each to be as consistent as practicable with the general rules pertaining
to municipalities and school districts contained in subsection (a), and
to be further established as follows:

Paragraph (1) establishes one of the tax districts to include the City and School District of Pittsburgh and
any other municipality and school district within its boundary.

(1) One district shall be comprised of a city of the second
class and any municipality and school district
geographically located within the boundaries of such city.

Paragraph (2) establishes the other three tax collection districts within Allegheny County.
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(2) The remainder of the county shall be divided into three
tax collection districts of relatively equal population
which contain coterminous municipalities and school
districts that are bordered by the county boundaries and by
commercially navigable rivers which are at least 100 miles
in length.

Paragraph (3) requires the department to develop a map and list of all tax collection districts. The map
is to contain all of the political subdivisions within the tax collection district and is made available on the
department’s website. As of January 1, 2012, the map of tax collection districts is on the department’s

website.

(3) The department shall develop a map and a list of all
tax collection districts in each county of the second class
and the political subdivisions in each tax collection
district. By January 16, 2009, the 1list shall be
transmitted to the Legislative Reference Bureau for
publication in the Pennsylvania Bulletin and by January 28,
2009, the list shall be made available on the department's
Internet website.

Subsection (c) allows an existing county-wide consolidated tax collection arrangement being served by
one tax bureau to continue as a tax collection district. Section 504(c) applies only to Lancaster County.

(c) Existing consolidated collection arrangements. — Notwithstanding the
provisions of subsection (a), in any county in which, on the effective
date of this section, all political subdivisions levying an income tax,
including a county school district located partially outside of but
contiguous to the county, are served by one existing tax bureau, the
county tax collection district shall also include such a school district
and all of its component municipalities in the event a tax collection
committee is established for that county pursuant to section 505 (m).
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Section 505 — Tax Collection Committees

Section 505 establishes tax collection committees and assigns them powers and duties to govern the
efficient and effective local income tax collection within the tax collection districts. Act 32 establishes
one tax collection committee per tax collection district. This section also sets forth the composition of
the tax collection committees, implements weighted voting and schedules dates for the completion of
certain functions. Tax collection committees should consult with an attorney before taking any action

under Section 505.

Subsection (a) sets forth the general rule that the meetings of the tax collection committee are open
meetings subject to the Right-to-Know-Law and the Sunshine law.

(a) General rule.—Subject to the provisions of subsection (m), each tax
collection district shall be governed by a tax collection committee
constituted and operated as set forth in this section. Meetings of the
tax collection committee shall be conducted under 65 Pa.C.S. Ch. 7
(relating to open meetings) and the act of June 21, 1957 (P.L.390,

No.212), referred to as the Right-to-Know Law.

Subsection (a.1.) assigns the tax collection committee’s duties. Tax collection committees are required
to do everything in subsection (a.1).

(a.1) Duties.--A tax collection committee has the following duties:

Paragraph (1) requires the tax collection committee to keep a record of its votes and actions.

(1) To keep records of all votes and other actions taken by
the tax collection committee.

Paragraph (2) requires the tax collection committee to appoint a tax officer for the tax collection

district.

(2) To appoint and oversee a tax officer for the tax
collection district as provided in section 507 (a).

Paragraph (3) requires the tax collection committee to establish the tax officer’'s compensation.

(3) To set the compensation of the tax officer under
section 507 (c).

Paragraph (4) requires the tax collection committee to require the tax officer obtain a bond, in an
amount set by the tax collection committee. The tax collection committee is allowed to review the tax
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officer’s bond to determine if it is adequate to protect the local income tax being collected within the
tax collection district.

(4) To require, hold, set and review the tax officer's bond
required by section 509(d).

Paragraph (5) requires the tax collection committee to establish how it will be financed. There are two
common practices. The first is for the tax collection committee to either submit an invoice to each
taxing authority to pay their share of operating costs. This is generally done annually or semi-annually.
The second method is for the tax collection committee to require the tax officer to deduct the taxing
authority’s share of operating costs from its distribution and forward the operating costs directly to the
tax collection committee.

(5) To establish the manner and extent of financing of the
tax collection committee.

Paragraph (6) requires the tax collection committee to adopt, amend and repeal bylaws to govern its
operations.

(6) To adopt, amend and repeal bylaws for the management of
its affairs consistent with subsection (f) and regulations

under section 508

Paragraph (7) requires the tax collection committee to adopt, amend and repeal policies and
procedures consistent with the regulations promulgated by the Department. Any such procedures
adopted or amended by the tax collection committee shall supersede any contrary procedures or
regulations previously adopted by a political subdivision, but shall not be able to change the rate or
subject of any tax. This is to promote uniformity throughout a tax collection district.

(7) To adopt, amend and repeal policies and procedures
consistent with the regulations under section 508 for the
administration of income taxes within the tax collection
district. The procedures shall supersede any contrary
resolutions or ordinances adopted by a political
subdivision and no additional forms, policies or procedures
may be adopted other than those promulgated by the
department unless permitted by the department. This
authority shall not be construed to permit a tax collection
committee to change the rate or subject of any tax.

The regulations and procedures set forth by the Department shall supersede any contrary regulations
and procedures adopted by a tax collection committee.

Subsection (a.2.) assigns the tax collection committee a specific range of powers to carry out its purpose
of governing an efficient and effective local income tax collection system. Tax collection committees
may, but are not required, to do everything in subsection (a.2).

(a.2) Powers.--A tax collection committee has the following powers:
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Subsection (a.3) Beginning January 1, 2020, in administering this act, no political subdivision, tax
collection committee or tax officer may use any form other than that which is promulgated by the
department unless, for religious reasons, the department expressly grants an exception to this
requirement.

Paragraph (1) allows the tax collection committee to adopt, amend and repeal resolutions in order to
carry out its responsibilities within the scope of the powers established by this section.

(1) To adopt, amend and repeal resolutions to carry out its
powers and duties under this section.

Paragraph (2) allows the tax collection committee to create and provide for the administration of a tax
bureau. It further requires the Department, upon request, to provide technical assistance to any tax
collection committee seeking to create a tax bureau. As of January 1, 2012, only one tax collection
committee, Blair County, opted to create its own tax bureau.

(2) To create a tax bureau and to provide for its operation
and administration. The department shall, upon request of a
tax collection committee, provide technical assistance to
the tax collection committee in the creation of a tax
bureau.

Paragraph (3) allows the tax collection committees to enter into contracts.

(3) To enter into contracts as necessary.

Paragraph (4) allows the tax collection committees to hire a director and other employees, as may be
necessary, to administer the business affairs of the tax collection committee.

(4) To appoint a director for the tax collection committee
and other employees as necessary and to fix their
compensation.

The compensation of the tax collection committee’s director and other employees shall be set by the tax
collection committee.

Paragraph (5) allows the tax collection committees to contract for various professional services. These
professional services may include a solicitor, an auditor and other consultants.

(5) To retain counsel, auditors and other consultants or
advisors to render professional services as necessary.

Paragraph (6) allows the tax collection committees to acquire ownership rights to real and personal
property.

35



(6) To acquire, lease, rent or dispose of real or personal
property.

Paragraph (7) allows two or more tax collection committees to agree to form a joint tax collection
committee with some or all of the powers and duties listed in subsection (a.1.) and this subsection. As
of January 1, 2012, no joint tax collection committees have been formed.

(7) To enter into agreements with one or more other tax
collection committees to form a Jjoint tax collection
committee. Such agreements may assign to a joint tax
collection committee some or all of the powers and duties
enumerated in subsection (a.l) and this subsection with
respect to all tax collection districts from which the
joint tax collection committee is formed.

Paragraph (8) allows the tax collection committees to sue and be sued.

(8) To sue and be sued, and complain and defend in all
courts.

Paragraph (9) allows the tax collection committee, in connection with its responsibilities under this
section and other parts of the Act 32, to borrow money and accept grants.

(9) To borrow money, accept grants, incur indebtedness and
issue notes, debentures and other obligations to evidence
borrowing for the purposes for which it is organized in an
amount not to exceed 50% of the total revenues anticipated
in the following fiscal year.

This paragraph also establishes a limit for the tax collection committee’s maximum indebtedness as 50%
of the following fiscal year’s anticipated total revenues.

Subsection (b) establishes the requirement for each political subdivision within a tax collection district
to appoint a delegate or delegates to the tax collection committee.

(b) Delegates.

Paragraph (1) requires each political subdivision within a tax collection district, currently levying the
local income tax, to appoint one voting delegate and one or more alternates as its representatives to the
tax collection committee. The taxing authorities can replace their voting delegates at any time.

(1) The governing body of each political subdivision within
a tax collection district that imposed an income tax prior
to July 1, 2009, shall appoint one voting delegate and one
or more alternates to represent the political subdivision
on the tax collection committee by September 15, 2009. The
governing body of each political subdivision that after
June 30, 2009, imposes an income tax for the first time
shall appoint one voting delegate and one or more
alternates to represent the political subdivision on the
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tax collection committee. A voting delegate or alternate
shall serve at the pleasure of the governing body of the
political subdivision.

Paragraph (2) allows, but does not require, each political subdivision within a tax collection district that
does not currently levy the local income tax, to appoint one non-voting delegate and one or more
alternates as its representatives to the tax collection committee.

(2) The governing body of each political subdivision within
a tax collection district that prior to July 1, 2009, does
not impose an income tax may appoint one nonvoting delegate
and one or more alternates to represent the political
subdivision on the tax collection committee. If, after June
30, 2009, the political subdivision imposes an income tax,
the nonvoting delegate shall become a voting delegate to
represent the political subdivision on the tax collection
committee.

If the political subdivision levies a local income tax after the formation of the tax collection committee,
the non-voting member shall become a voting member. The weighted vote calculations for the tax
collection committee shall be recalculated based on the political subdivision’s estimated initial year
revenue as advertised prior to the passage of the enabling ordinance or resolution.

After the political subdivision’s first year of levying the tax, the weighted vote calculations for the tax
collection committee shall be recalculated based on the actual initial year total revenues for the political
subdivision.

Subsection (b.1) defines the requirement for a quorum at the tax collection committee meetings, which
may be amended through the bylaws of the tax collection committee.

(b.1) Quorum.--Unless otherwise provided for in the bylaws of a tax
collection committee, a majority of the delegates of a tax collection
committee appointed under subsection (b) (1) constitutes a quorum. A
quorum must be present in order to take official action.

In order to take any official action the tax collection committees must have a quorum present. The tax
collection committee may establish the attendance that constitutes a quorum.

Subsection (b.2) requires the tax collection committee to reschedule the initial meeting if a quorum is
not present.

(b.2) Lack of quorum at first meeting.--If a quorum is not present at the
first meeting, the chair of the governing body of the county in which the
tax collection district is 1located or the chair's designee shall
reschedule the meeting within three weeks. The chair or the chair's
designee shall provide, by first class mail, notice of the rescheduled
meeting to the department and to the governing bodies of all political
subdivisions in the tax collection district on a form prescribed by the
department. The form shall include the date, time and location of the
rescheduled meeting and a notice that the delegates present at the
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rescheduled meeting shall constitute a quorum. The rescheduled meeting
shall be deemed to be the first meeting for purposes of this chapter.

Subsection (c) establishes the voting rights of the tax collection committee delegates and defines the
calculation of the weighted vote.

(c) Voting rights.

Paragraph (1) mandates that only a delegate appointed by the political subdivision, may be its voting
representative to the tax collection committee. In the delegate’s absence, the appointed alternate
becomes the voting member of the tax collection committee. It is suggested that a tax collection
committee require some sort of evidence (either a resolution or notice on taxing authority letterhead)
that the delegate or alternate was actually appointed by the political subdivision.

(1) Only a delegate appointed by the governing body of a
political subdivision may represent a political subdivision
at a tax collection committee meeting. If a delegate cannot
be present for a tax collection committee meeting, the
alternate appointed under this section may represent the
political subdivision. Each delegate or alternate shall be
entitled to vote upon any action authorized or required of
the tax collection committee under this chapter.

Paragraph (2) describes the weighted vote calculations and enables the tax collection committee to take
action by a weighted vote majority.

(2) For the first meeting of the tax collection committee,
actions of the tax collection committee shall be determined
by a majority vote of those delegates present. Votes shall
be weighted among the governing bodies of the member
political subdivisions according to the following formula:
50% shall be allocated according to the proportional
population of each political subdivision in proportion to
the population of each tax collection district as
determined by the most recent Federal decennial census data
and 50% shall be weighted in direct proportion to income
tax revenues collected in each political subdivision, based
on each political subdivision's most recent annual
financial report submitted to the department or the
Department of Education. For subsequent meetings, votes
shall be taken in accordance with this paragraph unless the
bylaws provide otherwise.

Paragraph (3) requires the department to calculate the initial weighted vote for all political subdivisions
within the tax collection districts.

(3) No later than September 1, 2009, the department shall
calculate the weighted vote for each political subdivision
within each tax collection district based on the formula
specified in paragraph (2). By July 1 of the year following
the first meeting, and of each year thereafter, each tax
collection committee shall recalculate the weighted vote
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unless the bylaws provide for a more frequent
recalculation.

Paragraph (4) requires a recalculation of the tax collection district’'s weighted vote when a political
subdivision levies the local income tax for the first time. Subsection (b), paragraph (2) defines the
recalculation of the weighted vote.

(4) If a political subdivision within the tax collection
district imposes an income tax for the first time, the tax
collection committee shall recalculate the weighted vote or
other method of voting under the bylaws.

Subsection (d) sets the latest date the tax collection committee is required to hold its initial meeting.

(d) First meeting schedule.--The first meeting of the tax collection
committee in each tax collection district shall be on or before November
15, 2009. The chair of the county commissioners or the chief executive of
the county in which the tax collection district is primarily located or
the chair's designee shall schedule the first meeting of the tax
collection committee and shall provide, at least 21 days before the
meeting, public notice, as required by 65 Pa.C.S. § 703 (relating to
definitions), and notice by first class mail by September 15, 2009, to
the department and to the governing body of each political subdivision
located in the tax collection district.

Subsection (e) establishes the chair of the county commissioners as the person responsible to convene
the initial meeting of the tax collection committee. The role of the county government ended when the
chairperson was selected to run the meeting.

(e) First meeting agenda.--The chair of the county commissioners or the
chair's designee or the chief executive of the county or his designee
shall convene the first meeting of the tax collection committee, conduct
the meeting and record all votes until a chairperson, vice chairperson
and secretary are elected by the tax collection committee. The voting
delegates of the tax collection committee shall elect a chairperson and a
vice chairperson, each of whom must be duly appointed voting delegates,
and a secretary who need not be a duly appointed voting delegate. The
chairperson shall schedule meetings, set the agenda, conduct meetings,
record votes and perform other duties as determined by the tax collection
committee. The secretary shall maintain the minutes and records of the
tax collection committee and provide public notices and all notices to
each delegate and alternate appointed to the tax collection committee.

Subsection (f) sets the latest date the tax collection committee is required to adopt bylaws. It further
provides for the required provisions of the bylaws. The tax collection committee should consult with its
solicitor before adopting or amending its bylaws.

(f) Bylaws.--No later than April 15, 2010, the delegates of each tax
collection committee shall adopt bylaws to govern the tax collection
committee and notify the department within 30 days of adoption. The
department shall provide sample bylaws to the tax collection committee.
Written notice shall be provided to each delegate and alternate delegate
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that the adoption or amendment of bylaws will be considered at a meeting.
Notice shall include copies of the proposed bylaws or amendments. The
bylaws for each tax collection committee shall provide for the following:

(1) Rules of procedure, quorum requirements, voting rights
and provisions for managing the affairs of the tax
collection committee.

(2) A 1list of officers, their terms and powers and a
process for their election.

(3) Meetings, including special meetings.
(4) The process for adopting and amending bylaws.

(5) The procedure for the addition of new political
subdivisions to the tax collection committee.

Subsection (g) requires the tax collection committee to provide the names and contact information of
the newly elected tax collection committee officers to the Department within 30 days of any such
election. If new officers are elected at any point in time, the tax collection committee must provide the
names of the newly elected officers to the Department.

(g) Officers.--Upon the election of any new officers, the tax collection
committee shall notify the department within 30 days and shall provide
the department with the name and address of each officer.

Subsection (h) establishes the tax collection committee’s requirement to provide for an annual
examination of the tax officer’s records under generally accepted governmental auditing standards and
further defines the examination of specific responsibilities of the tax officer.

(h) Audits of taxes received and disbursed

Paragraph (1) requires the tax collection committee to provide for at least one annual examination of
the tax officer’s records by a certified public accountant or public accountant approved by the tax
collection committee.

(1) By the end of each calendar year, the tax collection
committee shall provide for at least one examination for
each calendar year of the books, accounts, financial
statements, compliance reports and records of the tax
officer by a certified public accountant or public
accountant approved by the tax collection committee. The
examination shall include an audit of all records relating
to the cash basis receipt and disbursement of all public
money by the tax officer, a reconciliation of the monthly
reports required by section 509(b), an analysis of the bond
amount under section 509(d) and an analysis of the
collection fees charged to the tax collection committee. In
the case of a private agency, the examination shall not
include payroll and other proprietary information. The
examination shall be conducted according to generally
accepted governmental auditing standards.
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The examination of the tax officer shall include the following:

1. An audit of all records relating to the cash basis receipt and disbursement of all public
monies required to be kept by the tax officer.

2. Areconciliation of the monthly reports required under section 509(b).
3. An analysis of the bond amount under section 509(d).
4. Analysis of the collection fee charges to the tax collection committee.

The examination of a private agency shall not include the payroll and other proprietary information. In
the case of a tax bureau, the examination required under this subsection shall not include the payroll
and other proprietary information. The tax collection committee shall ensure that the tax bureau’s
operating accounts do not comingle with the local income tax accounts and that the tax bureaus
operating accounts are audited annually, but separately from the local income tax accounts.

Paragraph (2) defines the certified public accountant or public accountant’s report.

(2) The certified public accountant or public accountant
shall issue a report, in a format prescribed by the
department, to the tax collection committee, which shall
include an auditor's opinion letter, a financial statement,
a reconciliation of the monthly reports required by section
509(b) with the receipts and disbursements, a summary of
collection fees charged to the tax collection committee, a
report on the tax officer's compliance with this act, a
list of any findings of noncompliance with this act and a
copy of a management letter if one is issued by the
auditor. If there are findings of noncompliance, a copy of
the report shall be filed with the Department of the
Auditor General and the department. A copy of the report
shall be filed with all political subdivisions within the
tax collection district and the department on or before
September 1 of the succeeding year. The department may make
available on its Internet website summary data from the
reports filed under this subsection.

The certified public accountant or public accountant’s audit report shall include the following
components:

1. An auditor’s opinion letter.
2. Afinancial statement.

3. Areconciliation of the monthly reports required by section 509(b) with the tax officer’s receipts
and disbursements.

4. A summary of the total collection fees charged to the political subdivisions within the tax
collection committee and/or charged to the tax collection committee.

5. Areport on the tax officer’s compliance with the Act 32.
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6. Alist of any findings of noncompliance with the Act 32. If there is any noncompliance, a copy of
the audit report is to be filed with the department and with the Auditor General.

7. A copy of the management letter, if one is provided.

Act 32 Auditing Format Reporting Requirements

Section 505 (h)(1)(2) reads, in part:

Audits of taxes received and disbursed.--

(1) By the end of each calendar year, the tax collection
committee shall provide for at least one examination for
each calendar vyear of the books, accounts, financial
statements, compliance reports and records of the tax
officer by a certified ©public accountant or public
accountant approved by the tax collection committee. The
examination shall be conducted on a calendar year basis. An
examination conducted on any other Dbasis shall not be
accepted by the department, and failure to comply with this
requirement shall be considered noncompliance with this act
resulting in the imposition of penalties under section 510.
The examination shall include an audit of all records
relating to the cash basis receipt and disbursement of all
public money by the tax officer, a reconciliation of the
monthly reports required by section 509(b), an analysis of
the bond amount under section 509(d) and an analysis of the
collection fees charged to the tax collection committee. In
the case of a private agency, the examination shall not
include payroll and other proprietary information. The
examination shall Dbe conducted according to generally
accepted governmental auditing standards.

(2) The certified public accountant or public accountant
shall issue a report, on a calendar year basis and in a
format prescribed by the department, to the tax collection
committee, which shall include an auditor's opinion letter,
a financial statement for the year ending December 31, a
reconciliation of the monthly reports required by section
509 (b) with the receipts and disbursements on a calendar
year basis, a summary of collection fees charged to the tax
collection committee on a calendar year basis, a report on
the tax officer's compliance with this act, a list of any
findings of noncompliance with this act and a copy of a
management letter if one is issued by the auditor. If there
are findings of noncompliance, a copy of the report shall
be filed with the Department of the Auditor General and the
department. A copy of the report shall be filed with all
political subdivisions within the tax collection district
and the department on or before September 1 of the
succeeding year. The department may make available on its
Internet website summary data from the reports filed under
this subsection. The department may reject any report which
is not 1in the ©proper format and does not meet the
requirements of this paragraph. Failure to correct the
submission within 30 days of the rejection shall constitute
noncompliance with this act and result in the imposition of
penalties under section 510.
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According to Certified Public Accountant (CPA) professional standards, the annual audits provided to
TCCs by CPAs will include an auditor's opinion letter, a financial statement, a reconciliation of the
monthly reports required by section 509(b) with the receipts and disbursements, a summary of
collection fees charged to the tax collection committee, a report on the tax officer's compliance with this
act, a list of any findings of noncompliance with this act and a copy of a management letter if one is
issued by the auditor. At all times, CPAs shall adhere to generally accepted governmental auditing
standards.

According to Public Accountant (PA) professional standards, the annual audits provided to TCCs by PAs
will include an auditor's opinion letter, a financial statement, a reconciliation of the monthly reports
required by section 509(b) with the receipts and disbursements, a summary of collection fees charged to
the tax collection committee, a report on the tax officer's compliance with this act, a list of any findings
of noncompliance with this act and a copy of a management letter if one is issued by the auditor. At all
times, PAs shall adhere to generally accepted governmental auditing standards.

Each tax officer shall file the report with DCED as a PDF document and shall send it to:
RA-MuniStats@pa.gov.

Subsection (i) establishes the tax collection committee’s obligation to adhere to the provisions of other
applicable statutes. A tax collection committee should consult with an attorney if it has any questions
about any of the statutes in this subsection.

(i) Applicability of statutes.--Each tax collection committee shall be
subject to the provisions of the following:

(1) The Right-to-Know Law.

(2) The act of July 19, 1957 (P.L.1017, No.451), known as
the State Adverse Interest Act.

(3) 65 Pa.C.S. Ch. 7 (relating to open meetings).

(4) 65 Pa.C.S. Ch. 11 (relating to ethics standards and
financial disclosure).

Subsection (j), Paragraph (1) sets the latest date by which the tax collection committee must establish a
tax appeals board. This subsection also defines the composition of the appeals board.

(j) Appeals board.

Paragraph (1) requires the tax collection committee to establish an appeals board with a minimum of
three delegates. In the case of a tax collection committee established under subsection (m), the appeals
board shall be comprised of a minimum of three residents of the county. The tax collection committees
must further decide if any compensation will be paid to the appeals board members.

(1) By June 1, 2010, each tax collection committee shall
establish an appeals board comprised of a minimum of three
delegates or, in the case of a tax collection committee
established pursuant to subsection (m), a minimum of three
residents of the county.
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Paragraph (2) indicates the subject matter that may be appealed to the appeals board. An appeal may
be made by taxpayers, employers, political subdivisions or another tax collection district.

(2) A determination of the tax officer relating to the
assessment, collection, refund, withholding, remittance or
distribution of income taxes may be appealed to the appeals
board by a taxpayer, employer, political subdivision or

another tax collection district.

Paragraph (3) establishes the methods by which all appeals, except those under subsection (k), shall be

conducted.

(3) All appeals, other than those brought under subsection
(k) , shall be conducted in a manner consistent with 53
Pa.C.S. §§ 8431 (relating to petitions), 8432 (relating to
practice and procedure), 8433 (relating to decisions), 8434
(relating to appeals) and 8435 relating to equitable and

legal principles to apply) .

The appeals process is to be consistent with the process established by the Local Taxpayers Bill of Rights

in the sections listed.

Paragraph (4) allows two or more tax collection committees to agree to form a joint appeals board.

(4) A tax collection committee may enter into agreement
with another tax collection committee to establish a joint

appeals board.

Paragraph (5) restricts any employee, including the tax officer and the attorney for the tax officer, from
being a member of the appeals board. This is to avoid a conflict of interest.

No member of an appeals board or joint appeals board

(3)
agent or attorney for

may be a tax officer or an employee,
a tax officer.

Paragraph (6) establishes that the appeals board created by the tax collection committee shall
constitute a joint local tax appeals board as defined under the Local Taxpayer’s Bill of Rights (53 Pa.C.S. §

8430).

An appeals board appointed pursuant to this section
joint 1local tax appeals board as
provided for in 53 Pa.C.S. N 8430 (relating to
administrative appeals) for purposes of taxes collected
under the supervision of the appointing tax collection

committee.

(6)
shall constitute a
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Subsection (k) establishes a mediation process by which affected parties may appeal the actions of a tax
officer. Under Act 32, the department shall appoint the mediator.

(k) Mediation and appeals of tax collector actions.

Paragraph (1) establishes a 10% deviation in the taxes received between the current and prior year as
the threshold for mandatory mediation. Any deviation less than 10% may be the subject of a voluntary
mediation in accordance with the department’s guidelines.

(1) Any dispute among the affected parties involving a 10%
or greater deviation from taxes received in the previous
tax year shall be subject to mandatory mediation under this
section, in accordance with regulations and guidelines to
be adopted by the department. A dispute involving less than
the 10% threshold may be the subject of voluntary mediation
in accordance with regulations and guidelines to be adopted
by the department.

The department recommends that any affected political subdivision or tax officer first discuss its
concerns about the revenue deviation with the resident tax officer. If the deviation is greater than 10%
and the political subdivision does not receive a response, or the response is unsatisfactory, the political
subdivision may proceed with the submission of a written notice to the tax collection committee and the
department for mandatory mediation.

Paragraph (2) describes the initiation of mediation process by submission of a written notice to the
department.

(2) One or more affected political subdivisions shall give
written notice to the tax collection committee and the
department of its desire to submit the disputed matter to
mediation by the department. Thereafter, the affected
political subdivisions, tax collection committee and tax
officer shall submit to mediation to which the following
provisions shall apply:

To initiate the mediation process, the affected political subdivision must provide a written notice of its
desire to mediate the disputed matter to the tax collection committee and the department. The
department further mandates that the written notice must also be provided to the tax officer at the
same time as the other parties, so that the tax officer has the same opportunity to prepare its written
response.

Subparagraph (i) states that within 20 days of the submission of the written notice, all parties shall be
required to submit a written statement to the mediator and each other. The statement shall not be
more than five pages and must state the position of each party, the disputed and undisputed facts and
issues. The statement shall also state whether or not prior settlement negotiations have occurred.

(i) Within 20 days of submission of the
written notice, the affected political
subdivisions, tax collection committee and tax
officer shall each submit to the mediator and
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each other party to the mediation a statement
of no more than five pages, stating the
position of such party as to the disputed and
undisputed facts and issues in the case and
whether prior settlement negotiations have
occurred.

Subparagraph (ii) states that within 30 days of the submission of the written notice, the department
must decide if the dispute meets the threshold for mandatory mediation. The department’s decision is
final and not appealable and will be made in writing to all parties.

(ii) Within 30 days of submission of the
written notice, the department shall determine
whether the dispute meets the threshold
conditions for mandatory mediation wunder
paragraph (1), which decision shall be final
and not appealable. Notice of such
determination shall be given in writing to all
affected parties.

Subparagraph (iii) requires that the department establish guidelines for the mediation process and
further provides that the mediation process must be completed within thirty days after the
determination notice is given unless there is mutual agreement on an extension of time. Settlement
may occur and is encouraged during the mediation.

(iii) If the mediator determines that the
dispute meets the threshold conditions of
paragraph (1), a mediation shall be commenced
in accordance with procedures established
under guidelines adopted by the department.
The mediation efforts shall be completed no
later than 30 days following the notice that
the dispute has met the threshold requirement
of paragraph (1), wunless the time period is
extended by mutual agreement of the parties to
the mediation. The parties shall have any
official authorized to settle the matter on
their behalf available at the mediation. At
the discretion of the mediator, the mediation
may be held via telephonic communication or in
person.

Subparagraph (iv) requires that the mediation shall be closed to the public.

(iv) The mediation sessions shall be closed to
the public and shall not be subject to the
requirements of 65 Pa.C.S. Ch. 7 (relating to
open meetings) .

Subparagraph (v) establishes that only the final written settlement agreement, if one is produced, shall
be admissible in any subsequent judicial or administrative proceedings.
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(v) No offers or statements made in a
mediation session, excluding the final written
settlement agreement, if any, shall be
admissible as evidence in any subsequent
judicial or administrative proceedings in
accordance with the provisions of 42 Pa.C.S. §
5949 (relating to confidential mediation
communications and documents).

Subparagraph (vi) requires the department to prepare the settlement agreement, if settlement is
reached, and obtain the required signatures within 30 days of the conclusion of the mediation. This
subparagraph also establishes the settlement agreement as subject to Right-To-Know Law and
admissible as evidence is any subsequent judicial or administrative decisions.

(vi) If a settlement is reached during the
mediation, the department shall prepare a
written settlement agreement and obtain all
necessary signatures of the parties within 30
days of the agreement of the parties to settle
the issue. The settlement agreement shall be
binding upon the parties to the agreement.
Such settlement agreement shall be subject to
the provisions of the Right-to-Know Law. Such
agreements shall be admissible as evidence in
any subsequent judicial or administrative
proceedings in accordance with the provisions
of the Pennsylvania Rules of Court, the
Pennsylvania Rules of Evidence and 42 Pa.C.S.
§ 5949.

Subparagraph (vii) requires that after thirty days, if the mediation has not produced a settlement
agreement, the mediation will be determined to be unsuccessful. The time to reach a settlement
agreement may be extended if all parties express the intention to extend the mediation in writing.

(vii) If the mediation has not resulted in a
written agreement signed by the parties as
provided in subparagraph (vi), the mediation
shall be deemed to have been unsuccessful
unless all parties and the department agree in
writing to extend the mediation. The mediator
shall have the right to determine that the
mediation has been unsuccessful and to
terminate the mediation if the parties have
not executed a settlement agreement by the
ending date of the extension, or any further
extension agreeable to the affected parties
and the mediator.

Subparagraph (viii) requires the department to equitably assess against all parties, the costs incurred by
the department for the mandatory mediation.

(viii) Costs incurred by the department for a
mandatory mediation under this section shall
be equitably assessed by the department
against the parties to the mediation. The
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assessment of costs shall be final and not
appealable.

The department shall equitably assess against all parties, the costs incurred by the department for any
voluntary mediations.

In the event a party is repeatedly brought before the department for mandatory mediation because of
deviations of 10% or more, and that party is found to have failed to correct actions, procedures or
policies that have been identified as the cause of the deviations in previous mediations, the department
may assess all costs of the mandatory mediation against the repeating party.

Paragraph (3) requires the department to adopt guidelines further provide for the mandatory and
voluntary mediation processes as it becomes aware of disputes over distributions, claims or any other

process established by Act 32.

(3) The department shall adopt guidelines to further
provide for the mandatory and voluntary mediation processes
in this subsection.

Find the Mediation Guidelines in the Appendix.

Subsection (I) establishes the tax collection committee’s requirement to adopt an annual budget for its
operation.

(1) Annual budget required.

Paragraph (1) requires the tax collection committee to adopt an annual budg